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sscrxon i smam OF FAR EAST TRENDS AHD mmmms

Us a¢ uisition of Siamesq tin ore may be geriously affected if plams
of Britiah Yin smelters in Malaya are mplsmented (page 2

Japaneae production continuas to show no marked improvement (paga 3)

 The elimination ot presenb administrative, iueffmlancy is vitel to the
stability of the Republic of Korea and to the suctess of a US aid program
{page 3). Also, Soviet trained gusrillas are increasing pressure on South
Korean secln'ity forces (page 3o .

The Chinese Communist oﬁ‘enaive hes moved south following the encircla=
ment of Hsuchou (page L). BUN Fots sppointment as Premier represents no
eal shift in poldtical alignment. and only reflects CHIANG Kai-shek's deter=
mination to resist efforts to replace him (page L), The Mayor of Shanghai

- expacts a Commmist occupation of Shanghai to be accompanied by chaos in the
gbeence of protection by an international ammed force (page 5). Chinese
Commmist emphasis on activities of US agents in China may be a preluds to
a purge in the Party (page 6). The economic situation of the National
Govermnent id more precarioua than 1a.3t sumer (page 6).

- The new Frénch Hi@: Gommisaioner to Indochina is beliaved to lack
authorit.y to make any aigxiﬁ.cant changes in French policy (pa.ge B).

: '.l‘ha misusa of defense funds has developed into a major problem for the
Siamesa Governmen‘c (page 8).

Preaident Quirino and Senator Osias have Jcined Jose Laurel as presi=
éexrbiai candidates in the 19L9 Philippins slections (page 8).:

: Renewed negota.ations between the Dutch and Republicans in Indoneaia at
hast poatpone contampla'bed "polico act:.on“ {page 9)¢

gho

Nobes In succead:mg sections of this Weekly, the following margina‘.l
‘notations are used:

(1) ®aAm, wph, op weM --smporeance in B/FE's opinion, of the
item with AN representmg the most impertant ones.
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sz'.cﬁox II. DEVELOPMENTS IN SPECIFIED AREAS
OENERAL

UK efforts to rebuild Siamese trade may affect US tin purchases
I reported plans of British tin ‘smelter interests in Malaya are

implemented, US acquisition of Slamese tin ore will be seriously affected,

The Malayan smelters which are prepared to make a more rapid payment than
the US Government, plan to recapture their pre-war status as the major
consumer of Siamese tin ore exports, by making payments in US dollars and
by controlling all Malayan exports of mining supplies and equipment to
Siam. In addition, Malaysn smelters are prepared to arrange private deals

- with Siamese tin ore exporters which would enable the exporter to acquire

more dollar exchange than would be possible by strict observation of
Siamese foreign exchange controls, If the US is to maintain its tin stock~
piling program in Siam, the US Embassy, Bangkok, has suggested that the
Bank of England be prevailed upon to refuse to grant US dollar exchange

to Malayan smelters for Siamese ore purchases or that the US and UK

- QGovernments agree as to an equitable division of Siamese ore production,

Approved For Release 2000/0&%%P79-01082A0001-00020032-3

2 g
o EE e

. Npn




Pe

‘v

Approved For Release 2000/09%DP79-01082A000100020032-3 |

~3ﬁ
JAPAT

Jasﬁnese groducti‘on li_rfng. s along. The preliminary eatimate of the Aurust *'48 "C"
al production ex a8 55.1 percent of the 1930-1934 base indicates

no change from July. It oompares favorably, howsver, with the Aupust 1947

industrial production index of 41.2. iloreover, slipght improvement continued

in the manufacturing industries. Nonmetheless, the textile group, upon which

Japan has placed much hope for sorely-needed exchanpe, was still under 24 per-

oent of the base period. Also, the machinery group, whioch under present

plans is to be doubled or trebled over the base level, was only 71.8 percent.

Ranoe, to attain even the 1930-1934 level, Japanese produntion 8till has a
lon; way to go.

KOREA

Inexpert administration plague Republic of Koraa. The government of the nge
Tepubllc of Korea has thug %ar foiled to show that it possesses the administra-
tive officienvy necessary to cope with the serious probloms of South Korean
econony. Althouph the Assembly's delay in enacting a rice collection law

admi ttedly imposed a handicap on rovernment administrators, their lack of

vigor in enforcing the law presents the danperous possibility that low
government foodstocks may be exhausted around the end of the year. In
addition, the Agriculture Minister has raised, arainst the advice of food
experts, the ratlon in Seoul in a gamble desipned to stimulate grain sales

to the government, thus increasing the possibility of serious food shortages
this winter. In submitting budgetary estimates sdministrators have indicated
no appreciation of the precarious fiscal atatus of the povernment and of the
necessity for a balanced budget. These examples are indicative of peneral
administrative inefficlenocy, the elimination of which is vital to the

stability of the Republic of Xorea end to the success of a US eid progrom,

Soviet trained ruerillas threaten sabotape in South Korea. Korean Constabulary
patrols have contacted & raider proup ol approximately 100 men, the first of
several units totaling close to 1,000 men, who have been trained in Yorth nyn
Korea for infiltrution into the South to oreate disturbances, recruit
commurists and sabotage industrial installations. The objective of the first
proup anparently was the vital Yonrwol steum power plant in Kanecwon-do.

Rugged terrain along the parallel in Kangwon-do will render it virtually
impossible to prevent additional unite from entering South Korea. When such
groups leave the hills to raid towns for food and ammunition, however, the

- Constabulary und police have demonstrated their ability to intercept and

inflioct heavy losses on the raiders, However, if it becomes necessary to
maintain a number of Constabulsry units in the field arminst the several
puerilla concentrations, the uncompleted itrairing prorrsm of the Constabulary
will be seriously retarded and the puerillas will have been partially
guccessful in dissipatiﬂg Congtabulary strenrthe.
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‘Hsuchou encircled--the Communists move south. The weight of the
Conmunist Central China ol fensive has shilfted E-o'm the ares immediately
east of Hsuchou to the Suhsien-Kuchen-Lingpi triangle about 50 miles
to the south, leaving a holding force composed chiefly of irregulars
to contain Nationalist units around Hsuchou, the Communists opened the
second phase of the battle for Centrel China by moving on N_a.tionali_st'
conoentrations in the vicinity of Pangfou. The largest of these, tne

' 12th Army Oroup, has already been surrounded southwest of Suhslen

and, according to the Communists, is now being "annihilated.” CHIANG

Kaj~shek has ordered the evacuation of Hsuchou but the main body of
‘the Fationalist forces has shown a reluctance to comply. The Communists

ocoupy advantageous positions from which heavy casuelties can be in-
flicted on the Government trcops which are notoriously inept at fighting
running battles. A emall group of some 10,000 to 20,000 Commmnists
interdicted the Hsuchou-Nanking Beilway north of Changpaling, just
40 miles above Nanking, and the Communists now hold about half the
length of that line. o |

In North Chine the Communists continue to build up their strepgth
in the area sast of Peiping. From the area of <heir present concentration,
they can cut the Peiping-Tientsin and Tientsin~Tangshen rail lines and
thus completely throttle shipments from the Kailamn cosl fields. Reocent

" reports indicate that the Government has “strategically withdrawn"

from Shanhaikuan and the port of Chinhuargtao, rormally the chief outlet
for Eailan coal. Although no activity hes been undertsken in this

. particular area, the Communists to the west of Peiping resumed fighting

and have isolated Tatung.

SUN Fo's appointment as premier indicates that CHIANG Kai-shek is
st111 In control of the National Government, and that efforts by certain
lesading party members to convince the Genmeralisuimo to relinguish all
except nominal power apparently have failed. SUN Fo, who as CHIANG's
choice for the Vice Presidency last May was def:zated by LI Tsung=jen,
accepted the appointment after other prominent officials including

~ HU Bhih and CHANG Chun refused it. Though at various times in the

past outspokenly in favor of close Sino-Soviet cooperation, SUN has
become increasingly identified with the right-wing elements of the
Euomintang. In a press conference following his appointment SUN took
up the plea for US aid, (which has recentiy been dramatized by Madame
CHIANG's flight to the US,) and emphasized his Government would reflect

- in many ways the US point of view. He also asked for a top US military

adviser such es General MACARTHUR, and stated he favored the reopening
of China's inland waterways to foreign shipping, including US naval
forces, though he leater amended this to mean US relief ships. SUN's
appointment, by checking the month-long cabinet crisis, presents a
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facade of political continuity behind which the National Gove.nment
hopes to function despite its rapid deterioration. The appointment

represents no real shift in politiosl alignment and only reflects
CHIANG's determination to resist efforts to displace him.

Chaos durinﬁ Communist occupation of Shanghei is anticipated by ngm

Mayor o believes that if the battle near Pangfou goes against
the Nationalista. the question of turnover of power in Shanghai may
shortly arise. He has indicated that city officials, notably the -
police, fearing almost certain liquidation, will not remain in the
oity until the Communists teke over. Mayor WU believes disturbancee
could be avoided if an international armed force provided by Britain,
France, the USSR and the US were stationed in Shanghai during the

" interim period to assure order during the Nationalist evacuation and
Communist occupation. WU reiterated thet the majority of people
detest the presont Government and doubt that it could win against the
Communiste regardless of the amount of US aid forthcoming. lowever,
he firmly believes that any US plan to do business with the Communists
would be a mistake.

. Soviet Embassy enlarges its staff and evacuates dependents. In npn
addition to five Consulates in Slnkiang and two in Manchuria, the
USSR maintains in China an Embessy in Nenking and Consulates in Shanghai,
Tientsin, and Peiping. In the past few months the staffs of the
Embassy and the three latter Consulates have been greatly enlarged,
and simulteaneously the wives and children of staff membe:rs have been
evacuated. It is probable that the USSR anticipates considerable
confusion, and perhaps violence, during the Communist occupation of
these four oities, and therefore desires: a) to have at hand sufficient
personnel to look after Soviet interests; and b) to remove non-essential
dependents from the scens of possible violence,

: Ghinese officials in Taiwan may attempt to capitalize on native ngn
dislike of the Nationsl Government by seeking eutonomy for the island.
Governor WE] Tao-ming's increasing criticism of the National Govern-
ment and unusual conferences with local military authorities possibly
reflect preparations for creation of an autonomous regime in the evert
of Nanking's fall. Its establishment would be facilitated initially
by the relatively firm contrcl which the provincial government now
exercises over Taiwen. Although such a regime would appeal to resident
Chinese and meny upper-class Taiwanese as promising relative stability

- and securlty from Communism, it would have difficulty in aebsorbing
Hationalist elememts which may attempt to use the island'as a base of
operations against the Chinese Communists. Moreover, it would probably
be confronted by e popular uprising fomented by revolutionary organizations
aspiring to Taiwan's complete independence from Chinese control.
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8inkiang Government may shortly accede to the Ili demands. After npn
steadfastly rejecting 111 demands for the past year, CHANG Chih-chung,
Director of the President's Northwest Headquarters, has reportedly
worked out a plan calling for: a) transfer of most of the Chinese
Government troops out of Sinkiang; b) replacing Sinkiang Governor
Mesud with Burkhan, & Turki regarded as acceptable to the Ili Group;
o) increasing I1i Group representation in the Sinkiang Provincial
Government at the expense of Chinese officials; end d) granting a
much greater degree of autonomy to the natives of Sinkiang.

Buch terms would satisfy the demands of the Ili dissidents, and
would probably be accepted by the Ili Group as the basis for a new
provincial coalition regime, including representatives of the Chinese,
the 111 Group, and other native elements. Such a new coalition would
be oriented toward the USSR and away from Netionalist China.

Chinese Communists adogg_ Soviet device to justify future purges. npn
Twice in the past month the Chinese Communist radio has accused the

"US State Départment and US espionage orgenizations” of jointly plotting
"to destroy the national liberation movements of China and other
countries of Asia.” The Communists claim that this US organization,
including "US Strategic Services...collaborating with the Kuominteng
secret police,” intends to “support the *legsl government'" and
encourage "'center parties,'” to work with anti-Communist socialist,
trade-union and peasant elements, to create friction between "Leftist
leaders” and between ™national groups™ throughout Asia, and to "absorb
renegades from the people's movements."

The Communists declare that, "since the US secret police scheme
streases provocations within the camp of the Left, it bshooves...ths
Left to answer with a further consolidation of its unity." This has
been the favorite device of Stalin, repeatedly declaring that "the
capitalist world sends us spies and diversionists,” to justify the
suppression or ligquidation of anti-Stalinists in the USSR, In the
various Soviet "trials,' the prosecution invariably °proved' a direoct
relation between the accused and the hostile outer world, especially the
latter's "intelligence services.® This device is doubly useful: a) -
to demonstrate that internal dissatisfaction with the regime must
necessarily be provoked by foreign agents; and b) to afford a pretext
for purging whatever groups happen to be out of favor.

The financial situation of Nationalist China is now much more ngn
precarious than it was last summer, prior to the issuance of the néw
currency. Price fluctuations are wild and unpredictaole, increasing
the hardship of consumers and making business transactions almost
impossible; black-market interest rates have averaged well above 100
percent a month and, on at least one day recently reached 600 percent;
more than 100,000 Shanghai workers are now on strike and may be joined
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by additional thousands whose wages have irailed far behind prices.
The "tight money” policy currently being pursued by the Central
Bank has caused & temporary decline in prices in Shanghel and Nanking.
The release of gold and silver by the Government also has had an effect
in temporarily arresting prices and has stimulated the flow of food
from country areas where the paper currency was virtually worthless.
The present currency stringency is but temporary, howsver, since the
Government is prepared to issue GY $10 billion {present note issue GY §2
billion) if military expenditures must be increased. Gold sales by
the Government also may be short~lived since Central benk gold stocks
are limited and since the sales were more an uct of Government desperation
than a long-run fiscal policy.
ECA has resorted to several emergency measures to keep Natiomalist
" urban areas supplied with food. Only through ECA borrowing of rice
from Hong Eong were widespread rice riots averted in Shanghai and
Nenking in mid-November. More than 70 percent of the US §140 million
authorized for food and cotton has already been delivered to China.
Under the terms of the China Aid Program, the US $39 million remaining
" for expenditure on food and cotton will have to be stretched out over
~-4+he December~April period. The Current status of the Chira Aid Pro=

‘gram follows:
- Program - Ailooafped Dolivered as of 1 December
' Us ¢ mllion US § Million

Flour and Rice 10 ' a7
Cotton S 70 | 54
Petroleum 50 o o 31
Fertilizer 14 . negligible
Capital Equipment 70 , "

" Administrative 1 _ ‘ -

Total | 276 | P
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INDOCHINA

High Commissioner's first press conferenmce reveals few definite Frenmch "BF
plans, The new French Hign Commissioner for lndochina, Leon Pignon, when
questioned at a recent press conference in Saigm, declared that it vas his
mission to negotiate agreements provided for in the 5 June Franco-Vietnamese
(Baie d*Along) Agreement as well as to carry out the principles of the protocel
as approved in August by the French Covernment and Assembly. He denled that
former Annanite emperor Bao Dal was being forced to return to Indochina by a
specified date, and insisted that the plans for the ex-emperor to head a Viet-
nam state would be dissussed again when the High Commissioner goes back to
Paris in mid-December. Pignon promised that he would discuss several urgent
préblems with President Xuan of the Provisional Central Government, and, in
addition, would consider the question of French hostages held by the Viet lfinh
and the problem of Chinese immigration. However, as the new High Commissioner
also stressed that he was unprepared to discuss ecmomnic and cultural matiers
or French internal politics, it is belisved that he lacks authority to meke
any signifieant changes in French policy or plens for Indochina and that, as
a result, the situvation there is not likely to show any improvement in the
near futurs, '

STAM

Misuse of defense funds develops into major povernmental problem. The BT
-geandal invoiving Army Deputy Commander Luang Kach's misuse of Defense Ministry
funde has developed into a major problem for the Siamese Government. Not only
have 15 of 25 cabinet ministers tendered their resignations, but Parliamentary
sentiment against Luang Xach has also mounted to the extent that Prime !inister
Phibul Songgram's position appears to be shaken. Although the Siamese prese

quotes Phibul as thinking of resigning, such a development is unlikely.

The major question seems to be whether Phibul is willing to risk ejecting
‘Luang Xach, who is one of his key political supporters. Tt is possible that
Luang Kach may be ousted from the Siamese Awmy, but it is doubtful that he
will be forced from the politieal scene. If he remains, however, Phibults
relations with even a new Cabinet will probably remain tenuous,

PHTLTPPTMIS

President Quirine and Senator Osizs join Laurel as Presidential cardidabes.™
0n 27 Hovember President Juirino ammounced for the first time publicly that
he will be a cardidate for reclection on the Liberal Parity ticket. His annonnce-
ment brings to a total of thres those who have stated their candidacy, National
party conventions which will meét early in 1949, however, will asctuaily deside
upon the ncminees for president., '

)
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PHILIPPTIES (continued)

Already in the field for the presidency is Jose P, Laurel, President
of the Philippines during the Japanese occupation, whose candidacy was )
announced by the directorate of the Fused 'Hnority Parties on 25 September.
laurel, who is intensely nationalistic, has been "available" since 10 March

1948 and has béen engaged in active campaigning and adroit political maneuver-

ing since then, His unofficial campaign has consisted chiefly of attacks upon i
the government for its ccaatinued fsilure to restore law and order, its failure
to achieve economic recovery, and fts pervasion with graft and corruption.

te has further criticized the administration bitterly for its polic, of mili-

tary and economic cooperation with the 'S and has axtended his attaclks to

1S Far Rastern pilicy which he claims has disappointed and disillusioned both

Filipinos and other Asian peoples. '

A third candidate, also from minority ranks and a former oceupation
offieinl, is Camilo Osias who was c¢lected 4o the Senate on the minority tieket
in November 1947. Tollowing reported dissension bstween himself and Laurel,
Osias announced his own candidacy on 27 Novenmber,

TNDONESTA - . | ‘ | E

Critical Dutch~Republicen negotiations undsrway. Current Duteh-Republican "A”E
negotintions in Indonesia must rescive two major provlems befere & peaceful and
overall setilement can be reached and a United States of Indonesia (USI) success-
fully established. Thege are: (1) the dispositicn of the Republican Army and
the camposition and employment of a proposed federal army, (2) the high commend
of all military forces in Indonesia. It is believed that Dutch Foreim Min- i
ister Stikker and Republic Premier Hatta eould possibly come to & mutually i
satigfactory agreement if left to their own devices. Both men, however, are -
subjest to strongly antagonistic pressures. The Duteh Commander in Indonesia,
who has the support of conservative elements in the Netherlands delegation,
has always been in favor of resuming "police action” and has been faming Duteh
public opinion with mumerous end exaggerated accounts of Republican truce
viclations. On the otherhand, most political parties in the Republic have
taken an extremely lukewarm attitude toward the negotiations’ and have reiterated
demands which heretofore have been unzcceptable to the Duteh, i

A compromise 1s possible but the prospects of suecess are not bright be-
cause noither party appears to be capeble of making the drastic ¢ meeassicns
which are neecessary, Although the negotiations give rise te hopes of a peace-
fal settlement, their chief virtue is that they postpone the contemplated -
police action and pave the way for further negotiaticns on equally thormy
political and econcmic differences, Failure will lead to renewed violence
which will indefinitely prevent pccnomic recovery in Indonesia, place a heavy
economic strain on the Netherlands, facilitate the growth of communism, ond ~
seriously accelerate the declining prestige of the US and the UN in the area.
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